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BORBAL WSTITUTE 
November 1, 1979 LIBRARY 


The Honorable Cecil D. Andrus, Secretary 
U.S. Department of the Interior 

18th and "C" Streets, N.W. 

Washington, D.C. 20240 


Dear Mr. Secretary: 


By way of this letter I am transmitting to you the final recommendations 
of the State of Alaska concerning petroleum leasing systems and land use 
designations for developing the National Petroleum Reserve in Alaska 
(NPR-A). I am pleased to note that a number of the final options 
presented in the Secretarial Issue Document for NPR-A reflect comments 
previously submitted by the State and local governments in Alaska. In 
certain decision areas, however, the State wishes to propose for your 
consideration options which are not presented in the decision document. 


’ For this reason, combined with the fact that the decisions regarding 


NPR-A are complex ones with far-ranging implications for the nation and 
the State, I have chosen to submit the State's final recommendations in 
letter form rather than simply check appropriate boxes in the prepared 
questionnaire. It is my hope that this approach will provide you with a 
clearer understanding of the State's position as you formulate your 
recommendations to the President concerning the future management of 
this important region of Alaska. 


In his recent letter to you concerning the 105(c) land use study for 
NPR-A, Commissioner LeResche noted that the State strongly supports 
continued exploration of NPR-A for oil and gas through a system of 
private leasing. An active search for petroleum resources in NPR-A is 
an important part of the nation's effort to locate and develop domestic 
sources of energy. While the State supports private leasing in NPR-A 
for both exploration and development, the State believes that the options 
presented in the decision document are not adequate to meet the concerns 
of the State and the needs of the residents of Alaska and the North 
Slope. Traditional bidding systems do not appear to be desirable 
alternatives for approaching oil and gas exploration and development in 
this unique region. The State believes that a broader range of options 
and a more creative system of private leasing could be developed which 
would be vastly superior to present methods in achieving state and local 
public policy goals while at the same time not sacrificing the need for 
competition and efficiency in locating petroleum resources. 
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The State believes that the NPR-A leasing regime should be structured to 
achieve four major goals: promote prompt and efficient exploration, 
maximize revenue to the government, provide maximum protection for the 
environment and provide the maximum opportunity for local hire and local 
business participation. 


These goals might best be achieved through development of a new leasing 
system that would use multiple bid variables. The federal government 
could lease a 60,000 acre parcel to the firm or coalition of firms 
offering the best overall package. Firms could specify the profit share 
rate, the protective environmental measures to be employed, specific 
drilling commitments and commitments to hire North Slope and Alaska 
residents in carrying out the exploration and development program. The 
acreage could be put out for competitive bid, with the total packages 
evaluated by a team of federal, state and local government officials, 
with the Secretary of Interior making the final award. Such a leasing 
system would work best if development rights are conveyed at the same 
time as exploration rights. The State does not support a bifurcation of 
exploration and development phases since such an approach would remove 
bidding incentive by removing the assurance that companies locating 
resources under such a system would be able to develop them. 


While it would be more complicated to determine the winning bidder under 
this system, the State believes an acceptable set. of criteria and procedures 
for evaluation could be established in regulation. 


The State believes that NPR-A, due to its special status and past history, 
offers a unique opportunity for the government to experiment and develop 
leasing systems that will best achieve a number of public policy goals. 

The multiple bid system would address the concern of hiring local residents, 
which is not addressed under other systems. Assuring that local residents 
receive some direct benefit from exploration and development activity 

would be a positive step toward mitigating social and cultural impacts. 


The State recommends that the NPR-A leasing program provide the Secretary 
with a range of possible options, including the multiple bid approach 
discussed above. The State believes that contingency bidding (with 
either net profit share or royalty as the bid variable) should be 
available to the Secretary for use on the most prospective acreage, 

since these systems are most likely to maximize government revenue under 
conditions of certainty. Contingency bidding systems are not listed as 
an option in the decision document, but they may be appropriate for use 
in selected areas of NPR-A and should be included in the legislative 
proposal. 


In addition, work commitment bidding, coupled with 60,000 acre parcels, 
could provide a promising way to encourage rapid exploration of large 
unexplored areas with uncertain resource potential. Legislative proposals 
should include the authority of the Secretary to exercise such an option. 
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The State believes that the traditional bonus bidding system (with fixed 
royalty) meets the fewest public policy goals. The traditional bonus 
system fails to maximize revenues to the government over the long term, 
does not maximize competition and cannot guarantee local hire. Moreover, 
the bonus system provides nothing beyond the ordinary in environmental 
protection. The State recommends that bonus bidding not be used. 

Better systems can be developed. If a bonus bid system must be used, a 
Sliding royalty is preferable to a fixed royalty. 


The State recommends that the Secretary seek legislative authority to 
impose work commitments that could be used in conjunction with any of 
the leasing systems. The work commitment developed by the State for use 
On net profit share bid tracts in the upcoming Beaufort Sea sale will 
require the lessee to drill a well by the fifth or seventh year of the 
Tease, or commit the lease to an exploration unit approved by the 
Commissioner. Further work commitments will be negotiated as part of 
the exploration unit agreement as is traditional. Applying work com- 
mitments on a structural geologic basis, through unitization, wil] 
minimize costs and environmental disruption. The decision to extend a 
lease beyond the primary term should be based on whether the lessee has 
fulfilled all required work commitments, and on whether the lease has 
been committed to a unit. Work commitments should be used on parcels 
larger than the normal size. 


With respect to the recommendation that the Secretary seek a general 
grant of authority to establish terms and conditions of lease sales, the 
_ State recommends that a process for consultation with the State and 
North Slope Borough, similar to the OCS Lands Act, be instituted. 


In summary, with the modifications noted above, the State concurs with 

the decision document proposals on the primary lease term, lease cancel la- 
tion authority, suspensions and extensions, tract size, unitization, 

joint biddings, disclosure of geologic information, lease terms and 
conditions and post-lease rules and regulations. Finally, the State 
recommends that the regulations to implement these authorities be 
developed by the Secretary in close cooperation with the State and the 
North Slope Borough within the rubric of an overall cooperative management 
plan for NPR-A. 


Regarding the issue of impact assistance, the State believes that current 
authorities do not provide sufficient impact assistance to State and 
local governments during the crucial phases of construction and early 
development associated with oi] and gas activities. Considering the 
lead times involved in petroleum development, it may be a number of 
years before the State would realize any direct revenue benefits from 
even the most expedited leasing program. Far in advance of the receipt 
of such revenue benefits, development activities would necessitate 
increased State and local management responsibilities and the provision 
of additional services. In view of this situation, the State strongly 
supports the establishment of an impact assistance fund and a program of 
federal loan guarantees for the North Slope Borough. 
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Concerning direct economic benefits derived from petroleum production, 
however, the State firmly believes that revenue sharing should remain an 
issue between the State and the federal government. While the State 
recognizes a valid need for revenue benefits to accrue to the North 
Slope Borough, the State maintains that local revenue sharing is a 
matter best worked out within Alaska between the State and local govern- 
ments, rather than by means of direct federal revenue grant to a local 
government. NPR-A is a huge land mass, and it is not known at present 
where within the reserve petroleum development will occur. Development 
of certain areas may bring significant impacts to the residents of the 
North Slope. However, it is conceivable that the development of other 
areas remote from existing North Slope population centers, combined with 
the development of transportation systems, might have far more impact on 
communities located beyond the boundaries of the North Slope Borough. 
For these reasons, and others of public policy, the State is best equipped 
to equitably pass through revenues derived from oi] and gas development 
on federal lands to communities in Alaska where they are most needed. 


On the issue of hard rock mining, the State opposes opening NPR-A to 
location and patent under the Mining Law of 1872. However, while the 
State opposes mineral development within the reserve at this time, the 
State believes that assessment of NPR-A's mineral potential should 
continue and that legislation should provide the Secretary with discre- 
~ tionary authority to lease areas within the reserve for mineral development 
in the future. Particular emphasis should be given to the further 
assessment of coal resources within NPR-A. Recent studies indicate that 
NPR-A may hold a significant percentage of the world's coal reserves and 
management authorities for NPR-A should not preclude the development of 
this important national energy source at some point in the future. An 
exception to the State's position that no mineral development occur 
within NPR-A at this time is a recommendation that the development of 
coal for local use within the reserve be permitted to proceed. 


Regarding the subject of transportation, the decision document refers 
disappointingly to the establishment of "corridors." This is both an 
unfortunate choice of terms and an inadequate response to the issue. 

The State of Alaska does not favor the establishment of corridors across 
federal lands. Rather the State has consistently sought, through pending 
Alaska lands legislation, the establishment of a rational means for 
approving transportation and utility systems across federal reservations. 
The State's position regarding the transportation issue is embodied in 
Title 10 of S.9, as passed by the Senate Committee on Energy and Natural 
Resources. Because of surface management concerns and the relationship 
of NPR-A to other federal reservations in northern Alaska, the State 
strongly recommends that the transportation provisions of S.9 be applied 
to the management of NPR-A. In addition to the emphasis on corridors, 
the decision document is seriously deficient in that it addresses only 
the route of access and not the transportation systems themselves. It 
is highly likely that the type of transportation system proposed might 
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have a significant influence on the route chosen. It is extremely 
important that the approval of the system be considered concurrently 
with the route of access. Again, S.9 adequately addresses this problem. 
Finally, any decisions concerning access across native lands should be 
consistent with the decisions made by the Department of Interior in 
early 1978. 


Lastly, regarding the major decision of designation and classification 
of lands within NPR-A, the decision document is unclear and gives rise 
to a number of questions concerning the various regimes proposed as 
options. The State is uncertain as to just what designation of the 
reserve as "National Resource Lands under FLPMA" would mean. Moreover, 
the State was disappointed that designation of NPR-A as a National 
Petroleum Reserve under BLM management (essentially the status quo 
option) was not considered in the decision document, especially in light 
of the North Slope Borough's preference for this alternative. The State 
now understands that the status quo option will be considered by the 
Secretary and wishes to address its recommendations in light of this 
option. 


Generally, the State favors designation of NPR-A as a National Petroleum 
Reserve with several qualifications. First, it is important that private 
~ leasing and development be authorized for the reserve. Second, as 
‘pointed out by the 105(c) land use study for NPR-A, certain areas within 
the reserve require a higher degree of environmental protection. While 
the State does not favor designating these areas as either wildlife 
refuges, wild rivers or wilderness at this time, some mechanism, similar 
to the ACEC designation under FLPMA should be available for application 
on some of the most sensitive areas within the reserve, whether upland, 
coastal or riverine habitats. The wilderness review provisions of FLPMA 
should definitely not be applied to the management of NPR-A. Such 
provisions would merely frustrate and impede any attempts to develop the 
region's resources. 


Very little mention has been made of coastal management in studies 
pertaining to NPR-A. A comprehensive plan for the mid-Beaufort area has 
been prepared by the North Slope Borough and is currently under review. 

Once approved, the plan will become part of the State coastal management 
program. Regardless of the particular land management designation 

chosen for NPR-A, activities carried out there which have impacts on 

areas outside NPR-A covered by coastal management programs will have to 

be consistent with existing State and federal coastal management regulations. 
Any management strategy for NPR-A must take this into account. 


Above all, the proposals submitted by the President concerning the 

future management NPR-A must recognize the need for comprehensive coop- 
erative planning and management. NPR-A can provide the federal government, 
the State and the North Slope Borough with the opportunity to begin to 
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develop long-range plans for land use, wildlife management and energy 
development for the entire North Slope. Federal/State/local cooperation 
regarding NPR-A can become a model which can be expanded to other areas 
in Alaska where the issues of resource development and the protection of 
the environment and lifestyles will be constantly faced over the coming 
years. The State of Alaska has consistently supported, through pending 
Alaska lands legislation, the establishment of a permanent cooperative 
coordinating mechanism which would incorporate representation by the 
federal government, the State, local governments and major landowners. 
As set forth in the Alaska lands bill recently passed by the Senate 
Energy and Natural Resources Committee, the Alaska Land Use Council is 
directed to begin cooperative planning for the North Slope as one of the 
Council's first priorities. It is the State of Alaska's strong belief 
that the development of new leasing methods and regulations, the decisions 
concerning areas to be leased or given special environmental protection, 
the consideration of modes of and routes for future transportation 
systems and facilities, and the myriad of other ongoing management 
decisions which will determine the nature of activities to be conducted 
within NPR-A in the future should all be made in a forum of cooperative 
planning and management and in the context of an overall policy for 
Alaska's North Slope. 


The State of Alaska appreciates the opportunity to participate in the 
development of the Department of Interior's final recommendations to the 
President concerning the future of this important region of Arctic 
Alaska. 


With Best Personal Regards, 


Jay S. Hammond 
Governor 


cc: The Honorable Ted Stevens 
The Honorable Mike Gravel 
The Honorable Don Young 
_ John W. Katz 
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